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ABSTRACT"

CORPORATE AND FINANCIAL PLANNING

It.has become fashionable to attack formal planning as
a SOurce of competitive ills" Many managers and
author's dz'e vocal in cZ'itici,sing companies and public
oI'ganisations fOI' adhering to excessively I'ationa]
planning systems that are time-consuming, divorced
rx'om I'ea,111:g and, WOZ',st of all, conducive, to a
danger'ous shoI't-term financial orientation in
management"

Yet: for: all this criticism, most oI'ganisations
continue to practice and value a co-ordinated planning
approach. Rather planning systems often bz'eak down
because of faultgprepazation and implementation and
dz'e non-committal of management. These pz'oblems can
be overcome by involving line manager's in the planning
process, defining business units cOIIectly, outlining
action plans in detail and integI'ating the stI'ategic
plan with oI'ganisational contz'ols"
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L INTRODUCTI ON

Planning is a word familiar to all of you here, and I suspect that
there are many differ'ent ;mpr'ess; cns and mean; ngs as to eXactly
what planning is, So I will not try to impose one of my
definitions on you, but I do believe that we all could agree that
planning deals with the futur'e By the future, I mean not only
futur'e decisions, but future implications of past and present
decisions, irrespective of whether we are in Government or' in
pri vate enterpri se" When we thi nk about what is goi ng to happen in
the future, we have to proj ect the future consequences of present
thi nki ng. Somethi ng 1i ke a present va1ue ana1ysi s ; n order' to
convert possible futur'e events to a decision that must be made now,

Planning in itself does not necessar'ily ensuy'e success. nor does
lack of planning automatically mean failure, but what it does do
is ensuy'es that the events associated with planning are mor'~
closely associated with predictability and probability, Many
compani es and Government or'gan; sat; cns operate wi thout a cl early
defined plan and many of them do quite well, but it is becoming
more and more difficult to run a business without a plan, because
the cost of bei ng wrong is becomi ng pr'ohi bi ti ve, P1anni ng,
therefore, increases the probability of success As I stated, it
will not ensure success, but it will improve the odds"

Planning for'ces one to take a step back and look at the forest,
instead of the tT'ees" Most 1inemanagersar'e so irrmer'sed in the
day to day operations of fire-fighting, the crises of the moment
and the ur'gency of making this month's sales, profit, plans,
defi ci ts, whatever' the case may be, that they don I t consci enti ously
and systematically take a look at the bigger picture

Where have we been'?

Wher'e ar'e we'?

Where ar'e we goi ng'?

Planning is the process which enabl es managers to control the
future by anticipating it and managing change

It provides a reference point for managers at all level s to make
sure that their departmental plans and operations are in
synchronisation with the rest of the company. Finally, a written
plan provides a measurement and control tool, which should be
updated periodically so that it becomes a dynamic working document,
with flexibility built in to be responsive to change ..

We've all heard of the sayings frnm the frying pan into the fire,
1et sl eepi ng dogs 1i e, and you can't teach an 01 d dog new tri cks
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These are all sayings born out of the tear of change, When peopl e
are threatened with Change in organisations, similar maxims about
certai n peopl e and departments are trotted out to prevent an
alterati on in the status <Jjo. Fear of change is understandabl e,
but because the environment changes rapidly, and it has been doing
so i ncreas; nglY7 organ; sati cns cannot afford not to change"

"THERE IS NOTHING "llRE DIFFICULT TD PLAN

OR UNLIKELY TO SUCCEED WITH, DR "llRE

DANGEROUS TO MANAGE THAN TD TAKE THE LEAD

IN INTRODUCING NEW METHODS BECAUSE THE

INTRODUCER HAS AS ENEMIES ALL THOSE WHO

PROFIT FROM THE QD METHOOS, AND HAS CWL Y

LUKEWARM DEFENDERS, ALL THOSE WHO WILL

PROFIT FROM Tf£ NEW."

MACHIAVELLI

PLANNING PROCESS

I will now gi ve a rather bri ef outl ine of the campI ete pl anni ng
process. The pI anni ng pr ocess begi ns wi th the mi ssi on of the
organisation, the over'all purpose. This is in the form of a
:harter or statement of busi ness and shaul d be set by the
!xecuti Yes of the organi sati on as it prav; des the br'oad di recti on.
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Priorities

Internal
Products· and services
FinanClal resources
Facllitles
Manpower and rranagement

Knowledge

External
Econc:my
Markets
Cat;Jetltlon
Technology
Politlcal/social forces

PrograrttreS
:unctional plans
Ei.nancial sl.l!tlf8,r'{

and budge:.:..-.

CORPOAATE AND FINANCIAL PLANNING

Environmental \0----1
Assessment

The mi ss; on statement, ther'efor'e, def; nes the boundary
conditions within which the organisation will do business

In the Department of Transport, for' instance, our mission
statement could be 11 to develop the most innovative,
cost•. effecti ve and benefici a1 transport system of any
Austral ian State by the turn of the century .. "

2.1 Mission
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2 2 S\()T

The next phase of the pI anni ng process is the envi ronmental
assessment, a1 so known as a $l«lT analysi s. Strengths,
Weaknesses, Opportlmi ti es, Threats. Thi s assessment can be
conveniently divided into two major sections, the internal
env; rooment: and the external envi ronment~ An internal
analysis would include products and services, financial
Y'esources, facilities, manpower and management, and
knowl edge, whi ch can more or 1ess be controll ed by
management. The complete analysis of the internal
environment will yield a slJlJDar'y of the organisation's
strengths, competitive advantages, weaknesses, or its
competi ti Ye handi caps.

The external en vi ronment comp"; ses those el anents outsi de of
the organisation's control that affeet'industry, market
demand and supply. Important el anents i ncl ude markets,
competiti on, technology. and pol iti cal and soci al forces.
These will all have a si gnificant effect on the demand for
the or gan i sati on' s products.

Any compari son of the external envi ronment wi th the internal
envi rol1l1ent i nevi tabl y r'eveal s an area oftel1s; on or 1ack of
congr'uence, i. e.. the r-eqJi r'ements of the envi ronment are not
matched by the res Our ces of the organi sati on and re",i res
response from the entire organisation. especially in the
setti ng of obj ecti Yes. goal s and strategy.

2. 3 Obj .eti Yes and Goal s

Obj ecti Yes and goal s des cri be where the organi sati on is
going. In any 6rganisation we may find a hierarchy of
obj eeti Yes and goal s, rangi ng f-rom the abstract to the
concrete and specific" For instance:

iocr'ease earnings per shar'e (objective);

increase earnings per share to $4 by 1990 (goal)..

Generall y it is preferabl e to defi ne obj ecti ves as the broad,
general and enduri ng statanents of purpose which the
organ; sat; on wi shes to r'each, in contrast to goal s whi ch are
more specific" For instance. a broad objective withi!] the
Oepartment of Transport could be "to ensure that transport
systems meet COllllllmi ty and busi ness needs at acceptabl e
cost

ll

, or llto ensur'e that tr'anspor't enhances the Statels
economi c per'fonnance nati onally and i nternati onall y ll"
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2.3.1 Goals

The goal then represents a measurable result to be
ach; eyed at a specifi C ti me. An or gani sat; on I s goal s
lay the groundwork for the organisation's strategies.
Goal s must std ke a bel ance between what the
organi sati on woul d 1ike to do and what it is capabl e
of 00; "g, gi ven; ts resources and the real i ti es under
which it operates. To be useful in planning, goal s
must be significant, they must have a real impact on
the success of the or gani sat; on l s miss; on ..

Goal s must be set hi!J1 enough so that your peopl e
have to work hard to achi eve them.. Easy goal s do not
always bring out the best in an oT'ganisation

Goal s must be specifi c and measurabl e.. A successful
goal for planning mi!J1t be ".nething such as "to
achi eve a 17 peT' cent penetrati on of the mi ni computer
market by the end of 1989" ..

All goals must be time related.. Getting 17 peT' cent
of the market is a fi ne goal, but it may not be of
much si gnifi cance if it is goi ng to take you thi rty
years to do it ..

Goal s must be consi stent. Expansi on into a new
market may re",i re 1arge investments that woul d make
it impossible to reach a goal of incT'eased profits at
the same ti me. If they are not in 1i ne with your
goal s or targets, then you may have to change your
pl ans in or'der to reach the reqJi red goal, or
perhaps, even change the goal to refl ect the
real i ti es of the situati on.
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SUB-SUOOB.1ECTIVEs SE!' ill THEsE AREAs
STRAm;y

MAA!<E:r. SHAAE
IDIERTIS1N3 El<PENDIIUREs
NEW MAAKEr PENE:1'RATION
REDEsIGN. OF PRO!X1CTS
DEVELop NEW PROruers FOR MARKET
BffilN NEW R & D· ill SELECTED AREA

OBJECTIVES

FIGl.IOI£HI

SUEOB.1ECTIVEs
OR GOAlS

lliCREAsE =1BY SS MILlION
BY 1990

LINKING

IDNG-RANGE
OBJECTIVES

RAISE moSS

-1 REI:uCE 011E:RHEAD cosrs BYMAKE A ROI PRoFITS TO
CONSOLIDAT1N3 FUNcTIONSOF 20%

S2MILLrON
SELL 0= PLANT AND EllUm1EN'r!lEEDRE BY 1990
RIDJcE AlJiJERTrSm:; OUI'LAYSTAXEs BY

1990
{SPECIFY
FOR PACH
YEAR

BOIID M:JIlERN

i
BtlILll NEW BOIIDrmsFAC=IEs
REPLAcE TOOLSAND OPERATE
IMPRovE PRD=rrON SCHIDJu:s1'!ID! AT
IMPRovE PLANr IlrILISATION AATEsCAPACITY· ro
INSTALL BET!'ER INIiENToRy CbN'rnoL1990
REOOcE 1JEFEcTIVE PROOOCTS

Strategy des cri bes how the or'gani sati on intends to achi eve its
oQieetives" This is a critical step in planning, for selection of
strategi es will a1 so di etate how resources are to be all ocated"
Strategy fonnu] ati on al so offer's the greatest opportunity forer eat i vi ty..

3" 1 Mar keti ng

Mar keti ng s trategi es ar e desi gned to gui de pl anni ng in
getting products or services to reach customers and gettingcus tomers to buy

3" STRATEGY DEVElIPI£HT
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3,2 Growth

Growth strategies give direction to such questions as "how
much growth?" Wher e? How wi 11 it be fi nanced? Every
bus; ness and, for that matter, every non-bus; ness enter pY'i se
must have a clear strategy for financing its' operations.
There are various ways of ooin9 this and usually many ser'iou5
limitations, I will discuss this later,

3,3 Organi sati onal

Thi s ki nd of strategy has to do wi th the type of
organisational pattern. It answers such practical questions
as how central i sed or decentral i sed shoul d deci si on-maki ng
authoriti es be, what ki nd of departmental patterns are most
sui tabl e, whether to develop integrated profit response
divisions, what kind of matrix organisational structures and
so forth,

3,4 Personnel

Major strategies in the ar'ea of human resources and
relationships may be of a wide variety. They'll deal with
un; on rel at; ons, compensati on, sel ecti on, recr'ui 'bnent,
training and appraisal, as well as strategy for such matters
as job enri chment,

3,5 Publ ic Rel ati ons

Strategies in this area can hardly be independent, but must
support other maj or strategi es and efforts, They must be
designed in the li!t't of the company's type of business, its
closeness to the publ i c, its assessi bil i ty to regul ati on by
Government agenci es an d other factors,

3,6 Information Technology

Strategies in this area depend on the whole thrust of the
mMagement i nformati on syst"". What harclwar el software do we
requi re? Can it be done in-house? What will the cost be to
go through a bureau, and so forth, All these are questions
whi ch must be dealt wi th before an effecti ve i nformati on
technology strategy can be developed. I nf ormati on technology
is dependent on all of the other strategi es ,as it will be
instrumental in developing data bases, forecasts and so
forth,

One of the most important requi ranents of effecti ve strategi c
pl anni ng is to make sure that str'ategi es are consi stent, that
they fit each other,
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It is al so important to reco~ise that because every strategy
must operate in the futur e, and because the future is al ways
subject to uncertainty, the need for contingency strategies
cannot be over 1oaked, Conti ngent strategy shoul d be based on
a di fferent set of· premi ses. These··' 1I what i f" ki nds of
strategi es can be put into effect ",i ckl y to avoi d much of
the cri si s management that is seen so often"

A strategic pl anning syst"" cannot achieve its full potenti al
until it is integrated with other control syst"'!s, such as
budgets, informati on syst""s and human resource syst""s"

4" TI£ LIMITS OF PLANNING

It woul d be nai ve of me to state that pl anni ng is the panacea for
all business organisations" It's not, as there are a number of
limits to planning. The first and most obvious limitation is
inherent in the forecasting pr'ocess. There is little to be gained
from establishing an extensive frilllewor'k of premises, plans and
policies, based on forecasts that have little likelihood of coming
true or stay; ng true f or any extended pe"; od of ti me. Conti ngency
planning may overcome a number of these probl""s, Similarly,
change may be so rapi d that even correct forecasts dO not stay true
long enough to gi ve the pl ans based on them a chance to operate at
more than marginal levels of effectiveness" '

Planning is further limited in its effectiveness by the degree of
impl ""entati on, For pl anni ng to be of real val ue; p1 anni ng and
implementation must operate in close parallel, lIhand}n glovell"
Hcwever,it may not be possible to mobilise time, financial
resources and human r'esour'ces in the ri ght combi nation to pl an wi th
maximtJTI effectiveness"

4, I Pitfall s to avci d

There are a number of reasons why planni ng sYst""s may be
ineffective" The ten most common pitfalls are:

L Top management assumes that it can del egateplanni ngto a
pl annfng Speci ali st and thus ooes not need to be di rectl y
i nval ved"

2, Top management becomes so engrossed in currentoperati ng
probl ""s that it devotes ins uffici ent ti me, toplanni ng.
As a result it becomes discredited at 1""er leVels"

3, There is a failure to develop and specify organisational
goal s that ar'e sui tabl e as a basi s for formul ati ng long
range pl ans,

4" There is a failur'e to er'eate a positive value towards
p1 anni ng and thus a congeni al cl imate for it"
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5, Top management fail s to revi ew with departmental and
di vi si on heads the long range pl ans they have developed,

6" Theye is a fail uy'e to assure needed ; nval vement of maj Or
line management in the planning 'pr'ocess"

7 " An asslJ1lpti on develops that cor porate comprehensi ve
pl anni ng is sOO1ehow separ ate and di sti nct from all other
aspects of the management process,

8 Top management and major' line managers really do not
understand the natUT'e of long range pl anni ng and what it
can accompl ish"

g The corporate pl anni ng speci al i st does not report at a
hi l' enough 1evel in the management hi erar'chy"

10" Plans ar'e not actually used as standards in measuring and
evaluating managerial performance"

In slII'I11ar'y it ooes not reee; vemanagement commi tment,

5" FINANCIAL PLANNING

Given the broad expl anati on of corpor'ate pl anni ng, what then is
financial planning" Financial planning is concer'ned with seeking
impr'ovement in the business within the financial objective" This
has three aspects:

L Long term - demand, avail abil ity of capital, gover'nment pol icy
and control s, etc"

2" 511Jrt term - cUT'rent gear; n9, stY'ucture, retur'n on i nves tment,
share yi el ds, 1abour, mater'; a1 avail ab;l ity, etc.

3" Seasonal - recurY'ing tT'ends, sales in rural areas, etc,

Financial planning is an elanent of corporate planning, Generally,
many organisations pursue financial objectives only and their
financial planning is therefore their entire corporate plan. This
is probably the most important area of confusion. The corporate
pl an must be cancer'ned wi th non-financ; a1 as well as financ; a1
obj ecti ves and is thus broader in outloak than the fi nanci a1 pl an.
Indeed, in many or gani sati ons the mai n purpose of pl anni ng is the
ach; evement of a financ; a1 outcome.

272



+

t

+

+
Interest

~preciation

Net Profits % sales

wages· and. salaries

Net Profit

Teml1nals

"""''''''Build.in

FIQ.IOI£NI

273

Current Assets +- Fixed Assets

Return on rnvesanent

5,1 Trade-offs in Financial Planning

Setting financial objectives, or objectives generally, is not
a si mpl e matter of determi ni n9 one' 5 wi sties and announci"9
them because n""erous factors must be taken into
cons; derati on" An i ner'ease in market shar e may r'e~i re an
expansi on of pI ant and e",i JlIIent, Every organi sati on of
course has other' uses for cap; tal, so thi s expansi on woul d
have to be made at the expense of somethi ng e1 se, An
increase in Y'esear'ch and develo\lllent to get a new product on
the market may reduce cur'r'ent profits, but enhance long range
profits, so there may be a "educti on of di vi dends today with
a 1ike1 ihood of higher divi dends in the future and so on,
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These ill ustrati ons make it cl ear that it is more than 1ikely
that most important financi al obj ecti ves set by an
or'gani.sation will necessitate trade-off analysis in which top
millagement and 1",er 1evel management will be i nvol ved.
Obj ecti Yes are fi nall y set after tryi ng different
combi nati ons and permutati ons of obj ecti Yes, strategi es and
tactical plans,

5.. 2 Forecas ti ng

In a financial planning sense forecasting means the
prediction of futur'e financial r'esults in a form suitable for
decision-making.. This will generally include forecasting
profit and loss, cash f1",s, products, balance sheets, plus a
nll11ber of fi nanci aland operati anal 'per'fonnance measures"

Given a number of possible scenarios, the purpose of
forecasting is clear. It is to unravel sane of the
compl exity that surrolllds each busi ness deci si on so that data
avail abl e becomes perti nent informati on to the si tuati on
being studied. Forecasting then can be described as an
attenpt to cr'eate a br'i dge that 1inks data" The importance
of forecasting does not necessarily lie in its statistical
accur'acy, Ix.it in its contribution to the manager'ial decision
and I earni ng pr'ocess,

•

•

•

•

•

•
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In preparation of financial plans any planner must ask
himself the foll owi ng quest; ons:

L Does the organi sati on regul ar'ly coll ect and analyse
information about population, price level, labour and
other important trends affecti ng the general futur'e of
the busi ness,

2, If it does, are such analyses reported to management in a
manner that permi ts uti 1i sati on ; n the p1anni ng process,

3, Does the organisation regularly collect and analyse
si gnifi cant i nformati on about competi tors,

4, Is this information effectively used in the planning
pr'ocess ..

5" How good is the internal data for planning purposes,

6" Does the or'gani sati on know what products and in what
geogY'aphi c areas profits are bei ng made,

7, Does the or gani sati on know how costs behave in r'esponse
to vol ume changes,

8" Are the factors that condition success in the
or'ganisation explicitly stated and widely comnunicated
wi thi n the management gr'oup"

g, Has the company's organisational structure remained
unchanged say. over the 1ast fifteen to twenty years,
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A SOLUTION TO THE NINE DOT PROBLEM

Wi thi n the Department of Transport we have devel aped a n""ber
of financial models which are used in the evaluation of
cap; tal expendi ture proposal s and to test a n""ber of
sensitivities such as inflation~ cost of capital,
depreci ati on, wages, cost of energy, effect on profit and
loss, capital eff; ci ency and so forth ..

The thrust of the Government ; n Wester'n Austral; a ; s that
tradi n9 organi sati ons such as port authoriti es will be
reqJi red to earn a certai n r'etur'n on investment, and as a
conse",ence make a di vi dend payment to the Gover'nment,
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Again, financial models utilised by the Department of
Transport all ow thi s exerci se to be undertaken with ease and
flexibility.. Determination of a rate of return on
investment has only recently been accepted in Western
Australia but has not yet been implemented due to a number of
ccmpl ex; ti es whi ch reQJi r'e cons; derati on.

5.. 3 Interactive Planning

It is important to recognise that a financial. plan is the
cul mi nati on of the marketi ng pl an, the producti on and
manufacturi n9 pl an, sell; n9 and administtati ve expenses,
research and development plan. and the capital works plan ..

In a marketi ng pl an whi ch forms the basi s offi nanci al
planning. items which would be considered would be forecasts,
analysis of past performance such as 1ongterm trends,
eyeT ieal, seasonal and r'andom, need for Our products, product
analysis, use of business indices, market analysis, field
estimates such as sales management and sal esmen"

In a pr'oduction and manufacturing plan, items which would be
cons; der'ed woul d be product; on volllJle, what, when, how much,
current capaci ty, 1abour teQJi Y'ements, mater; aT reQJi rements
and purchase of raw mater'; aT s"

Sell lng and a<inini strati ve costs wou] d i ncl ude adverti si ng,
sales",pranotion, diY'ect Selling, sales administration; fixed
costs, war'ehousing and shipping, transport, financial and
other cl eri cal costs"

ResearCh and development woul d i ncl ude consi derati ons for
development of new products. what percentage of sal es wi 11 be
spent on research and develolJllent. and so forth ..

Capi tal expendi ture - thi s woul d re",i re current capeci ty and
forecast re",i rements to determi ne what capi tal expendi ture
woul d be re",i red, when and where. Thi s woul d then have
other fi nanci al impl i cati ons such as method of fi nanci ng
expansi on. Woul d it be through internal funds. Bor'rowi ngs.
leasing and so for'th, What will the return on the projectbe?

It readil y becomes apparent that develolJllent of the financi al
plan is not a single exer'cise which can be undertaken by a
si n91e person. such as the fi nanci aT contr'oTl er, but reCJ.Ii res
input from all secti ons of the organi sati on because, as I
have stated earl i er', it transcends all organi sati onal
boundari es and input must be obtai ned from all 1evel s wi thi n
the organi sati on,
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6, Speci a1 techni ""es are re""i red, si nee the data is not
normally found in many of the management i nformati on
records. It is the cash flows which are important, not
the profi ts or' 1asses deri ved from conventi ana'
accounti ng pri nci p1 es"

dsk ,and uncertainty with capita'
than other types of busi ness

There is usually more
expend; ture deci si cns
deci si ens ~

5

L The outl ay of funds for capi tal expenditure is often
large. Once a decision has been made it is difficult to
reverse it without a large loss ..

2, The future prosperi ty of the organi sati on depends on
these capi tal expenditure deci si ons ..

3, The deci si ons often have a wi de impact on the
or gani sati on, its employees, managers and competitors,

4 Until the important strategic decisions are made, the
oper'ati ng dec; si OIlS such as pr'; ci ng and cost recovery
cannot be made ..

5.. 4 Capi tal Expendi tur'e

In deci di ng on capital expendi ture wi thi n the Department of
Transpor't, all organisations have to justify capital
expend; ture in ei ther fi nand a1 or soc; o-economi c terms,
usi ng di scounted cash flow techni ""es, such as net present
val ue methods upon whi ch sensiti vity testi ng is a1 so
undertaken. Capital efficiency is also an important
cons; der'ati on and dec; si cns are often based on a number of
these parameters.

When eva1 uati ng capi tal expenditure, a number of deci si ons
have to be made~ such as r'epl acement dec; si ons, expansi on
decisioos, new plant, cost reductions, decide at what level a
proj ect is acceptab1 e and deci si on between alternati ve
methods of finance. What discounting rate do we use'? Is it
the cost of borrowing funds, interest r'ate forgone, will we
use a margi nal cost of funds or a wei ghted average cost of
funds? The real cost of the choice is the loss of the
benefits that wou1 d have accrued from the next best
alternati Ye. Capital eva1 uati ons shou1 d be undertaken for a
number of reasons"
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It is important to appreciate that any capital expenditure
proposal whi ch ; nval yes expansi on, or' meet; ng mar'ket demand,
is based on the marketing or' sales plan. I.t is therefore
important that forecasts are as accurate as possi bl e, wi th a
number of sensiti viti es bei ng undertaken. Thi s anal ysi s is
undertaken wi th great detai 1 wi thi n the trans port portfol i 0,
and a number of model s have been devel aped to assi st in thi s
regard.

6. TRAHSLATlNG STRATEGIC PLANS INTO CURRENT DECISIONS

No organi sati on has ever made a cent of pr'ofit by rnaking pI ans.
Profit flows from the impl ementati on of pI ans. BUdgets are the
fi rs t step in trans1ati ng pI ans into deci si ons. They ar'e the
primar'y techni~e used in the financial planning process and are
the culmination of all other planning activities. They translate
strategi c pl ans into current act; cns such as pr; Cl ng po1icy. cos t
of production and so on. Budgets pr'ovide a basis for controlling
performance to see that it is in conformance with plans.

6 .. 1 Budgets Defi ned

Impl icit in budgets are three overl apping functi ons:
pI anni ng, co-ordi nati ng and control. Some bUdgets may cover
an ent; re year, wher'eas others may be made f or three months.
one month, or' weekly peri ads, Generally budgets improve
pI anni ng by forci ng managers to di rect. attention to the
formulation of financial goals and the way inwhic:h they are
to be impl emooted. Once the ends are quantifi ed, budgets
necessitate the specifi cati on of the means to achi eve them ..

The first year of a medium range plan should .estab1ish a
solid base for' the development of current budgets, but
generally does not provide all that is needed for annual
budgeting, as annual budgeting involves much more detail than
is developed in the medium or long range planning process ..

Budgets are a means to hel p managers co-ordi nate operati ons,
such as production, r'aw material purchases, direct labour
reCJ.I; rements ay'e co-or'di nated wi th anti ci pated sal es,
adverti si ng, cash flows and so on. Finally, budgets
facil itate manageri a1 contr'ol over performance. BUdgets
themsel ves do not control anything" They do, however, set
standar'ds for performance against which actions can be
measured.. The essence of budgeting is to put a dollar sign
on an act; vi ty and fteeze it.. However. as env; ronmental
conditi ons change, budgets shoul d a1 so change, they must be
flexible to reflect changing cir'cumstances. Probably the
most appropri ate of fl exi b1 e budgeti ng is to use a vad abl e
expense budget
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This ensures that proper co-ordination of activities and
costs take pl ace in accordance wi th the pr-QV; si on of serv; ces
and acti vi ti es. Time does not pennit me to go into the
details on fixed, semi -var; abl e,and variable, nor to
el aborate on ze~o base budgeti ng, incremental budgeti ng, or
programme budget, ng.

7• PLANNI NG CONTROL

It is important that once the financial plan has been finalised, it
is not put on the shelf and just brought out occasi onally for'
rev; ew and assessment"

7.1 Perfonnance Analysis

One method of fi nanci al contr'ol is by performance analysi s.
Per'fonnanceanal ys; s must be anongoi ng pr'ocess, and must
include both operational and financial analysis, together
wi th appropr'i ate bal ance sheet rati os ..

Onl y through the anal ysi s of these vari ous rati os can
management sati sfactorily develop and impl ement "what if"
strategi as.

To facil itate the control and impl ementati on process,
questi ons shoul d be asked such as the nature of the task to
be carried 'out, the relevant goal ay' objective, who is
r'esponsible for carrying it out, the steps to be taken, who
is r'esponsible for each step, the timing of each step, the
money allocated to each step (if any), the critical
assumpti ons on which the schedul e is based, the expected
perfonnance and when it is expected, the assumptions on which
thi s expectati on is based.

Expl anati ons of, and comments on, si gnifi cant devi ati ons of
actual from planned perfonnance should be critically analysed
and cor f'ect; Ye act; on taken. I nfannat; on on the co r'Y'ect; ve
acti on taken shoul d then be communi cated to all rel evant
personnel ..
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6. CONa..USION

The planning process re",ires the identification of the mission or
purpose of the organisation, When this task is done it becomes
possible to develop long range objectives and to plan specific
str'ategi es to achi eve obj ecti ves and pur poses. The assessment of
past performance and cur'rent and futur'e envi ronmental factors, both
internal and external, is an important step in the planning
process.. The range of data that mi ght be coll ected in thi s area is
very wide, and organisations must choose what is to be studied and
how deeply each factor is to be analysed ..

From this information an identification of strengths, weaknesses,
opportuni ti es and thr'eats can be formul ated and consi der'ed in the
overall pl anni ng process
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Obj ecti yes shoul d be suHabl e, measurabl e over ti me, feasi bl e
acceptable, flexible, motivating and understandable .. They should
a1 so rece; ve manager; a1 cOl1lllitment, be based on peopl e
participating in .setting them, be limited in number and be
integrated or 1inked. Theoreti cally, obj ecti yes shoul d be set for
every el ement in an enter'pr; se of importance to management"
Actually, this can be unwieldy and many organisations generally
limit long range objectives to sales, pr'ofits, y'eturn on
investment, margin and mark.et shar'e"

One of the prime reasons for conti nuous di al ogue is that obj ecti ve
setti ng is done only after consi derati on of many combi nati ons of
elements in an or'ganisation. There are trade-offs among such
factors as investment, market share, employment and product price,
whi ch are settl ed when obj ecti yes are set"

It is also necessary to ensure that actual results are in
accordance with stated pl ans. It is therefore important to
maintain control and analysis of the financial and operating
resul ts.

Corporate object; yes and constrai nts are comb; ned into perfonnance
criteri a whi ch enabl e measurement of whether the obj ecti ve is bei ng
achieved .. The final step in corpONte planning is the development
of deci si on rul es whi ch transl ate the performance cri ter; a into
unequivocal measurable standar'ds, whose application will r'esult in
the achi evement of the corporate obj ecti ve ..

282



283

E.A .. Kallman, "The Practice of Planning,
and Operati anal", L itton Educati anal

FI GI. IOP£NI

ACKNOWlEDGEP£NTS

R"J" Allis, M.W .. Pennington llCor'porate Planning Techni~es and
Applicati ons" Amacom 1979.

R L Ackoff, "Creati ng the Corporate Future", J. Wil ey and Sons, 1981.

G"A .. Steiner, "Str'ategic PlanningU
, The Fr'ee Press, 1976"

J .. Harr'i s, G" Will i ams, lICoy'por'ate Management and Financi al PT ann; 09'1,
Granada Publ ishing, 1980 ..

L. Reinhar·th, H.J. Shapiro,
Strategi c, Admini strati ve
Publishing Inc., 1981.

T.L. Naylor, "Corporate Planning Model s", Addison-Wesley Publ ishing
Co., 1979.

Austral i an Soci ety of Accountants, IIPr'Ofessi anal Development Course
Planning and Controlling", 1979 ..


